ABSTRACT
INTRODUCTION
ccountants must constantly be sensitive to potential competing interests of various stakeholders when evaluating decisions made by managers or clients. Development of this sensitivity is important because ethical conflicts can occur "when accountants perceive that their duties toward one group are inconsistent with their duties and responsibilities toward some other group or their own self-interests" (Mintz 2007, 34) . Shaub, Finn and Munter (1993) suggest that ethics education could improve ethical sensitivity by focusing on recognition skills. A central theme of accounting ethics education involves coaching students to look for unethical behavior, such as solving ethics cases and writing two-minute papers based on contemporary issues from the business press. The implicit outcome is that providing exposures to educational interventions that include relatively obvious cues will develop recognition skills and increase levels of ethical sensitivity. Our goal in this paper is to further the discussion by examining whether the context of an educational process has an effect on ethical sensitivity in a setting that does not provide obvious ethical implications.
As students learn theory and application of accounting concepts, there is an opportunity to begin evaluating the ethical implications of decisions when recording transactions and preparing financial reports. In this research, we utilized an educational process that incorporated active learning, a structured decision-making model, and corrective feedback in varied accounting situations to prepare students early in their academic careers to become sensitive to ethical issues that accountants face in practice. The educational process was administered in two settings -the first focused on accounting transactions and internal controls (accounting context) and the second emphasized the ethical responsibilities of the accountant (ethical context). At the end of the semester, the participants completed a webbased survey that consisted of a multi-phase, simulated real-life accounting scenario, which measured ethical sensitivity in a setting in which the existence of an ethical issue was not obvious.
A second aspect of this research was to examine the effect on moral reasoning when the educational process is delivered in an ethical context versus an accounting context. Moral development literature supports the notion that higher education, in general, contributes to the ethical development of students (Rest, 1979 (Rest, , 1986 (Rest, , 1994  The results of the current study indicate that an educational process framed in an ethical context may help students become more attuned to the potential existence of an ethical dilemma and enhance their ethical sensitivity. The effect of this educational process on levels of moral reasoning is more ambiguous, which will be addressed in the discussion section. The educational and measurement processes that we used may provide a basis for advancing the ethics education dialogue.
LITERATURE REVIEW
Ethical sensitivity in accounting has been modeled and measured over the last two decades (c.f., Shaub et al., 1993; Wright et al., 1998; Cohen et al., 2001; Patterson, 2001; and Coyne et al., 2005) , often using Rest's (1979 Rest's ( , 1994 four-stage Model of Ethical Action. More attention has been given to the last three stages (ethical judgment, ethical intention, and ethical behavior), with less focus on the first stage -ethical issue recognition. However, it can be argued that ethical issue recognition-or ethical sensitivity-should be studied more thoroughly because "[b]efore one can act ethically, one must understand that an ethical issue exists" (Armstrong et al., 2003, 4) . Prior research indicates that higher education alone is not sufficient for the development of ethical sensitivity. Cohen, et al. (2001) compared the ethical sensitivity of sophomores to seniors in a business school with no specific ethics curriculum and found no change in the levels of ethical sensitivity, even though the seniors had acquired two additional years of higher education.
There is limited research on the impact of educational processes specifically designed to increase ethical sensitivity for accounting majors. Early research indicates that exposure to the AICPA Code of Professional Conduct helps accounting students become sensitive to ethical issues (Fulmer and Cargile, 1987) . More recently, Coyne et al. (2005) compared ethics instruction in an active learning environment to ethics instruction using a traditional lecture method and found that active learning was more effective at improving ethical sensitivity. Rest (1986) suggests that ethics education contributes to moral development in undergraduate, graduate, and professional school students (as cited in Douglas and Schwartz, 1998). Huss and Patterson (1993) propose that the moral development of accounting students "…can be enhanced through the educational process" (235). Other accounting research also supports the notion that accounting ethics education affects levels of moral reasoning. For example, a cognitive feedback process, developed by Massey and Thorne (2006) , was applied to audit dilemmas and found to improve ethical reasoning. In Abdolmohammadi's (2005) study, the level of moral reasoning increased significantly as a result of an educational intervention in a graduate capstone accounting course. Ethics education also was found to be effective at increasing the moral reasoning ability of junior and senior accounting students in a study conducted by Delaney and Coe (2008) .
Some researchers have distinguished moral reasoning within an accounting framework from general moral reasoning. In a study conducted by Earley and Kelly (2004) , auditing students were exposed to multiple educational interventions and two different instruments were used to measure moral reasoning. The results indicate that the educational interventions were effective at improving students' accounting-context moral reasoning when measured by Thorne's (2000) Accounting Ethical Dilemma Instrument (AEDI). In contrast, there was no increase in the DIT scores which measure general moral reasoning. Welton, LaGrone and Davis (1994) developed an instrument to measure ethical reasoning of students receiving ethics instruction within an accounting framework. Their results report an improved level of moral reasoning for graduate students enrolled in an accounting ethics course.
Some researchers incorporated the AICPA Professional Code of Conduct as a foundation in which to teach ethics education. For example, Green and Weber (1997) observed that students who completed an auditing course that emphasized the Code reasoned at higher levels than students who had not taken the course. In a study conducted by Fleming, Romanus, and Lightner (2009) in which students were exposed to an audit context or a corporate accounting context, those that participated in the audit condition exhibited significantly greater levels of moral reasoning.
As described in the literature review, results from earlier research indicate a connection between ethics education and levels of moral reasoning. The context in which the educational process is framed is important. In a study conducted by Fleming et al. (2009) , the ethical component of the educational process was grounded in an audit setting, which was compared to an educational process in a general accounting context. Similar to the studies listed above, the ethics content included in their auditing course may have led to a greater level of moral reasoning. Based on this discussion, we pose the following research question:
Research Question #2: Will students who participate in an educational process framed in an ethical context exhibit a higher level of moral reasoning when making a professional accounting judgment compared to those who participate in an educational process framed in an accounting context?
RESEARCH METHOD
We investigated the impact of an educational process on the ethical sensitivity and moral reasoning of intermediate accounting students. The educational process described below was conducted over an academic semester. Near the end of the semester, students completed a web-based survey to measure their ethical sensitivity and level of moral reasoning. Upon completion of the survey, they printed a certificate which was submitted the day of the final exam to receive credit that represented 15 percent of the final exam score. 1 Two groups participated in the educational processes. In one semester, all of the students participated in an educational process framed in the accounting context and in a subsequent semester, all of the students participated in an educational process framed in the ethical context.
Educational Process
We administered an educational process that incorporates active learning, a structured decision-making model, and corrective feedback. These are described first, followed by a discussion of the two different contexts in which each educational process was conducted. Each week for 12 weeks, the instructor began class by introducing and briefly discussing a new case (within the ethical context or the accounting context). Students spent approximately 15 minutes discussing the case among themselves and completed a decision-making model that was adapted from Langenderfer and Rockness (1989). The process concluded with a classroom discussion in which one or more students were asked to discuss their recommendations. Decision-making model (adapted from Langenderfer and Rockness, 1989):
Step 1-Briefly list the basic facts.
Step 2-Identify the ethical issue and stakeholders affected.
Step 3-From the list of values provided, what are the two or three most important values?
Step 4-What are the realistic alternatives available to you? © 2012 The Clute Institute
Step 5-In terms of the values you identified, evaluate the alternatives.
Step 6-What are the consequences of the alternatives that you have identified?
Step 7-What decision would you make?
Accounting Context Group
Cases were introduced as exercises in analyzing possible deficiencies in internal controls and inadequacies in the accounting system. The title of each case omitted any reference to ethics. Although the students were not discouraged from talking about ethical responsibility, the emphasis was on the proper structure of the transaction and/or accounting system to prevent errors or irregularities. The instructor used this as a forum to emphasize Steps 1, 4, 6 and 7 of the decision-making model.
Ethical Context Group
This group participated in a similar process with the following modifications. At the beginning of the semester, the AICPA Code of Professional Conduct was introduced to establish a foundation on which to build an understanding of the ethical responsibilities of accountants. Utilizing the same case fact patterns as presented to the accounting context group, the instructor introduced and briefly discussed the case within an ethical context. The case was clearly labeled "Ethics Case" and the discussion focused on the ethical responsibilities of accountants (Steps 2, 3, 5, and 7). The students used the same decision-making model and were given the same amount of time to discuss and document their responses.
Research Instrument
The research instrument, which was administered at the end of the semester, consisted of a multi-phase scenario that disclosed progressively more information with each phase. During the development stage, the instrument was presented to a panel of academic experts for comments and the educational process was administered by the primary instructor and two other instructors (one at the same university and one at another university). After refinement, the instrument was pilot tested in undergraduate accounting classes; the results of the pre-tests are not included in the analysis or results.
The instructions directed participants to assume the role of a recent graduate, who was hired as an entrylevel internal auditor, so they would focus on examining processes and systems. Beginning with company background and job responsibilities, the scenario was presented in four phases which progressively added more information about a developing (unethical) situation, as well as extraneous information to help disguise that the scenario related to ethics. After Phase 4, the unethical nature of the situation was fully disclosed and the participants were asked to make a professional accounting judgment.
The scenario involves a management practice which results in year-end over-production of inventory in order to meet company performance criteria. The case background and Phase 1 of the scenario provide a broad overview of the company and the employee's (participant's) job. Phase 2 of the scenario provides the first indication of increased year-end production volume and the employee questions the controller about the increased production. 2 In Phase 3, loaded containers awaiting shipment are mentioned, thus further indicating that excess production is taking place. In Phase 4, the employee learns that demand for the company product is steady throughout the year and that the controller misrepresented the changes in demand and the reason for increased production. Substantial additional information was included in the scenario to distract the participant from the ethical dimension of the case.
After each phase, the participants were asked to indicate their level of agreement with a series of statements. We used several statements from Cohen et al.'s (2001) instrument to capture the participants' perceptions of management. Cohen et al.'s dependent measure of overall ethical awareness, Management is ethical, was used to measure ethical sensitivity in our study. The remaining statements were simply distractors to disguise the ethical implications of the case. A seven-point Likert-type scale was used, with responses ranging from strongly disagree (1) through neutral (4) to strongly agree (7). The instrument also contained demographic questions to be used as control variables (gender, age, GPA, work experience, and ethics courses). The research instrument is available upon request.
After Phase 4, the ethical dimension of the scenario was revealed to the participant, along with a reminder about the existence of a company hotline to report ethical violations. The participants were asked if they would call the hotline and provide rationale to support their decision by selecting one of a series of statements adapted from Green and Weber (1997) . These statements provide a measure of the levels of moral reasoning (Kohlberg, 1981 and 1984) , which range from individualistic (level 1) to principled (level 5).
METHOD
Repeated measures ANOVA with between-subjects factors was used to test the equality of means. Repeated measures were required because the dependent variable was measured after each of the four phases of the scenario. We compared levels of ethical sensitivity for three groups -the accounting context group, the ethical context group, and a comparison group of students that did not participate in the educational process. For participants who elected to call the company hotline, a one-way ANOVA with three levels (groups as described above) was used to test the levels of moral reasoning.
RESULTS
The study was conducted with students enrolled in the first course of Intermediate Accounting at a large public AACSB-accredited university. All enrolled students participated, but the analysis and discussion is limited to accounting majors, resulting in 193 responses. The survey was administered in accordance with guidelines set forth by the US Office of Human Participant Protections. No identifying information was requested from the respondents. 3 As presented in Table 1 , 60 percent (116) were female, the average age was 24.7 years, and the average self-reported GPA was 2.92/4.0. The educational process was administered over two semesters. In the first semester, 62 students participated in the accounting context and in the second semester, 76 students participated in the ethical context. In a subsequent semester, a comparison group (n=55) did not participate in the educational process but did complete the survey. Research Question #1 addresses whether students who participated in an educational process framed in an ethical context demonstrate greater ethical sensitivity than students who participated in an educational process framed in an accounting context. As presented in Table 2 , the results indicate that there are significant differences by group (p = 0.011), by phase (p < 0.001), and by gender (p = 0.020). As the participants were exposed to each phase, the means decreased, indicating an increase in ethical sensitivity. The ethical context group (mean = 4.06) was significantly more sensitive than the accounting context group (mean = 4.46, p = 0.077) and the comparison group (mean = 4.54, p = 0.004) over the four phases. There was no important difference between the accounting context and the comparison groups (p = 0.511) and there was no group-phase interaction (p = 0.379). As anticipated, these results provide support that the educational process within an ethical context leads to greater ethical sensitivity.
With the exception of gender, none of the other control variables (age, GPA, work experience, and ethics courses) were important. Females were more ethically sensitive than males regardless of group affiliation (p = 0.020). This result is consistent with Cohen, Pant, and Sharp (2001) who found that women exhibited higher levels of ethical awareness than males. After Phase 4, the unethical nature of the situation was disclosed and the participants were asked whether they would call the company hotline. The participants justified their decision based on Kohlberg's (1981 Kohlberg's ( , 1984 ) levels of moral reasoning, which range from individualistic (level 1) to principled (level 5). Decision justification is addressed by the second research question, which states that students who have participated in an educational process within the ethical context are more likely to exhibit a higher level of moral reasoning compared to those who did not.
The analysis was limited to the 139 respondents (80.8 percent of the sample) who chose to call the hotline. As presented in Table 3 , results indicate a significant difference between groups (p = 0.002). However, the difference was between the comparison group (mean = 3.86) and the accounting context group (mean = 2.90). There was no difference between the ethical context group (mean = 3.41) and the other two groups. This result was unexpected and will be discussed in the following section. Of the control variables, only work experience had a significant association to higher levels of moral reasoning (p = 0.008). Although Fleming et al. (2009) found a significant positive association between years of accounting experience and moral reasoning, our results indicate that general work experience may be the influencing factor that affects moral reasoning. 
Additional Analysis
In our study, a pretest was inappropriate because of the risk of sensitizing the participants and possibly creating demand effects. As an alternative, we included a comparison group that represents intermediate accounting students who were not involved in either context of the educational process. This comparison group represents the average student who has not been trained to focus on a particular aspect of an accounting or ethics case.
The ANOVA omnibus F-statistic indicates an overall difference between groups, yet post hoc analysis shows that the difference is between the comparison group and the accounting context group. The comparison group reasoned at a higher level than the other two (trained) groups; however, it should be noted that the comparison group mean was not statistically significant from the ethics context group. Although we cannot explain this anomaly, prior accounting ethics research has reported that the average college student possesses a higher level of ethical reasoning than accounting majors (Armstrong, 1987, and Lampe and Finn, 1992) . One explanation is that the framework of accounting education may foster a lower (pre-conditional) level of moral reasoning. In the current study, the ethics and accounting context groups received training that may have increased their accounting-specific orientation, which, in turn, may have reduced their level of moral reasoning.
Our primary interest is in impact of the accounting and ethics contexts within the delivery of the educational process. Therefore, we have omitted the comparison group from further analysis and compare the ethical context group (n=61) to the accounting context group (n=50). As shown in Table 4 , the results indicate a significant difference between the means, with the ethical context group exhibiting a higher level of moral reasoning (mean = 3.41) than the accounting context group (mean = 2.90, p = 0.048). Work experience remains significant (p = 0.012). © 2012 The Clute Institute 
DISCUSSION
The study of accounting ethics education is a complex subject, resulting in a number of different approaches to the delivery and measurement of ethics education. Our intent was to document whether the context (ethical or accounting) in which an educational process was delivered would have measurable effects on ethical sensitivity and levels of moral reasoning. In this research, we found that placing the student in an ethical context improved measures of ethical sensitivity and moral reasoning. The contributions of the current study are the measurements of the effect of educational context on: 1) ethical sensitivity in a setting that does not provide obvious ethical implications and 2) the level of moral reasoning.
LIMITATIONS
We recognize that this preliminary study includes limitations that should be addressed in future research. For example, Shadish, Cook, and Campbell (2002) argue for a pretest to determine whether a treatment is effective. To avoid alerting the students to the (un)ethical nature of the scenario, we elected to forego a pretest and instead relied on a comparison group to determine the effectiveness of the educational process. The unexpected results for the second research question may be specific to our sample; future replications may provide further insight.
The study was conducted over multiple semesters and students were not randomly assigned to conditions. Although the final educational process was consistently applied at the same university by the same instructor, it is possible that there may have been unknown underlying differences between semesters. We encourage other educators to replicate the study at multiple universities where the educational process is delivered by more than one instructor.
FUTURE RESEARCH
Each educational process was administered over a single semester. Future studies could extend this research to multiple semesters or throughout the academic career of accounting students to determine if accounting ethics education prepares students to make sound ethical judgments. Fleming et al. (2009) suggest that "…traditional audit-based emphasis on ethics in accounting curricula may be inadequate for developing accounting students with ethical decision-making competencies required by the diverse segments of the accounting profession" (pg. 14). Thus, we question, "Will a comprehensive educational
